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Eeconomic Sanctiong

Anticipated Posliilon of Forelgn Governments.

1. The quesition of invoklng economic sanctions against Egypt
may be raised in side discussions by foreign governments during the
sonfarence. These govermments are aware that the Egyptian economy
i3 heavily dependent on raw cotton and that the U, S. has carryover
asbocks of almost 15 million bales, ten times Egyptis annual produc-
tion, which, they may believe the U. S. would conslder using agalnst
Ngypt. Furthermore, some foreign governments may belleve that 1f
the Suez Conference should be unsuccessful, economlc sancitions might
be preferable to military action.

2, The basic position of othsr governments on the guestion of
sconomic sanctions would probably be one of inquiry. Would the U.S.
zonsider using economic sanctions agalnst DBgypt? If so, under whab
conditiona? ihat kinds of sanctlions could be employed? To winat
axtent would they diffor from restrictlons on trade and payments
currsntly being applled by the Us Se?

3, Certaln governments at the Conference, probably Turkey and
Pakisten, would undoubtedly oxpress concern over an allwcut "dumping"
of Ua Se. raw cotbon stocks on the world market as a means of hurfing
Bgypt, because of the serious effects which thils would alsc have on
their economiss, which are heavily dependent upon cotton.

Rocomnendsd U, S. Posltion,

1. The U. S. Govermment would support in principle the use of
sconomic sanctions under two condltionss (a) if the dgypbtlan Gove
ernment took actlon to impede navigation through the Caral, or (b)
if mllitary scitlion against Bgypt by the Unlted Kingdom and France
appeared imminent and economic sanctlions were the only means of
avelding such actlon.

2. BRefore the U, S. Government could agrese, however, to ace
cepting comprehensive economic sanctlons as & course of action
against Egypt 1f elther of the two conditlons in paragraph #1 should
occur, there would have to be evidence of = desire for cooperation

by enough countries Ho muke economic sanctions effective,

3. In the absence of either of the two conditlons in peragraph
#1 or of the evidence of cooperation reierred to 1ln paragraph fe,
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economic sanchtions could be counter-productive. If Canal navigae
tlon were unimpoded and if military actlon were not threatened, a
nrogrsm of econowic ganctions could allenate a large number of gove
arnments of Lthe Near and Middlo East, South and Southesst Asla, and
possibly, even of Latvin America, and posslbly could lead %o retali-
atory asctlon by Bgypt Lo stop navigation in the canal, or actlon b
Arab states to hamper the flow of oil. If sufficient cooperation
in applylng sanctions were not obtalned, they would be not only in=
sffective but could also create an unnecessary hardship on the
economles of a relabively foew countries to the beneflit of non-=coopsy=
ating countries.

4. The UJ. S. Government belleves that 1f cconcmic sanctlons
were bHo be invoked, the followlng could be most effective:

2. The maintenance and tightening of financial controls
ageinst Hgypt by the U. S., the U. K., and France, and
the adoption of similar comprehensive messures by other
countries.

b, An embargo on the importatlon of ugyptian cotton. YThe
aschlevement of this point could be helped by the use
of Pelie 480 agrecments with cooperating countries e
replace Lgyphtian cotton,

¢. An embargo on the exportation of goods to iugypl.

d. A prohibition on carrylng goods to and Irom fgypt by
vassels reglstered in countriss invoking sanciions.

5. ‘The U. S. Government recognizes thaet the degree of antlele
pated effectiveness of sach of theae four actions variss., It does
not expect thet the actions listed in paragraph #4 can cripple
Beypt in the short term or that they cen be invocked without some
nardship to the countrles invoking them. (a), (c¢) and (d) can be
done quieckly, 1f governments wish . (b) takes more time. Other mea-
sures short of full scale sanctions, can, of course, be applled;
thegs would include termination of ald, severe control over exporbta
and payments, and shipping restrictions.
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iigscussion,

i Bgypbtls dependence on foreign trade, Tho Fgyptisn econuny
is dependent to & considerﬁbla%7xtent on foreign trade. TFxporis in
1955 totaled Pl 138.4 million,® of which raw cotton accovated for 78
percant. About 85 percent of Egypt's dollar earnings came from cotion
in thai year, Other exports were rice (5 psrcemt), cotton yarn (3 per-
cant}, and vepgetables (2.5 percent).

fmports in 1955 totaled TR 182.9 million, of which machinery
other than electrieal represented 12 percent of the totel; petroleum
7 percent; Jron and steel 9 percent; elesctrical machinery & percent;
weod and wood products 5.5 parcent; automebiles and parts 5 percent;

chemicals and medicivals 5 percent; and fertilizers 5 percent.

Egypt ie = net Importer from Western Europe and Nerth America
while it is a net exporter in its trade with the Soviet Bloc. The
tulk of Fgypt's trade is with Western Eurxope. with 30 percent of
ot e exports going to Furopean NATO countrles in 1955 and L€ per-
zsont of Wgyptls dmports comlng from these countrles. The Soviet Bloo
tock 21 percent of Bgypt's exports in 1955 and gupplied 7 percent of
Ygypbts imports. The U, 5, and Caneda took 7 psreent of Egypi's
axports and supplied 12 percent of its imports.

During the cotton marketing year ending July 31, 19%6, 40 percent
off Tgypt'a raw cotton exports went to the Soviat Bloe, & slzeabvle
increase over previous years. Thirty psrcent went to NATO countries.

y - -

The large bulk of Egypt's imports of machinery 5f warious types,
antomobiles and parts, iron and steel products, chemicals, and fertl-
iizmers comes from NATO countriles. Peiroleum products are imported
largely from Saudi Arabia end the U. 8. Wood &nd wood produets come
iargely from Scandinavis and Czechoslovakia. The latter is also
somevwhat impertant as & source of cotton textiles for Egypt. Excapt
{or these produets from Czechoslovekia, Egyptian trade steatistics (o
not show the Soviet Bloc as a major suppller of any particular iten
in the Egyptian market.

2. Effectiveness

At

s/ There are 2.87 U. 8. dollars per 1 Egyptian pound.
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2, Effectiveness of recommended ecopomic sanctions.

s. Maintenance and tishtening of financiel combrols against
Eoypt, Financial measures against Egypt, which have already been taken
in part by the U.S., U.K., and France, night be the most effectlve of
the variops kinds of economic sanctions awvailable.

At the end of May, Bgyptis "official" foreign exbhange assets
amounted to $630 million, as followss

#173 million in gold

355 million in sterling {alresdy blocked)
$ 70 milliom in dellars (already blocked)
¢ 3i million in other currencies.

Wgyptian private assets abroad are not known. They probably are held
largely in the U.S., U.K,, and Switzerland, but in any case they would
he diffieult for Fgypt to mobilize for national use. Apparently all orxr
viztually all of Egyptian gold is held at home, and not open to blocking.
Hearly all Bgyptian assets that can be veached have already been sub-
jected bo blocking. The situation can be made tighter, however, by
cevering all Egypilan accounts, both official and private; by baving
nore countries take action along with the U.S., U.K., snd France; and
mrticularly by restrieting not only Egyptian assets now held abroad
but all future fimaneial transactions by Epypt and Tgyptlans with
ragsidents of the cooperating countries or in the currencies of
aooperating countries.

This would confine Bgypt's trade (including barter trade),
shipping, bunkering, etc., to that which 1t cculd carry on with ttird
pountries in gold, Egyptian pounds {actually credit), or third-country
correncies (seldom used in intermational trade), This would reduce
Bgypt to barter trade with third countries once its gold was used up,
unlass third countries were willing to make loans to Egypt.

With such broad financiel sanctlons, Egypt would not be
without somwe financial means of maneuver, btut the pressure on her
aconomy would bscome increasingly severs, starting with initial
shortages of foodstuffs and essential consumer goods, resulting
from hosrding.

i% should be recognized, howsver, that broad blocklng action
by the U.S. along the lines indicated above has been taken in the mast
only in cases where natiomal securiiy wes clearly involved, such a3 in
World War IT and the Korean conflict, including the protection of the
dollar ascets of the invaded countries, Confidence in ths U.S. dolilar
as a world eurvency and the N,Y. money market could bte adversely af-
focted if the U. S. were to rssort to such blocking when national
security is not clearly invelved.

SECRET

Approved For Release 2000/08/23 : CIA-RDP64-00014A000100130014-3



| o SCRED )
- Approved For Release__zoooma/%ée%-RDPM-oom4A£00100130014 3

- Fim

‘ be  Embargo on the lmportation of Lgyptlan cotiton. An
exbargo on the importation of tpyptian cotbton by the Ue &, and
other important consumers of Sgyptlan cotton would cost gypt the
bullkk of 1ts transferable currency ecarnings, including about &5 PO
cont of its dollar earnings. It shoald be recognlzod, however, that
Ggyptia dependence on NATO countries as o market for 1its cothon is
declining as its exports %o the BSoviet Bloc have incrsased. iup-
thermore, this action could cause some hardshlp to textlle indusitries
in Yestern Buropa, particularly the U. X. snd France, which use cone
siderable guantities of Egyptian long staple cobton, until HEgypbt's
competitors in this kind of cotbopn - the Sudan, Peru and the U. S, -
could increase their production.

With 1ts huge carryover cotton stocka the U. S. could use
authority under the Agricultural Trade vevelopment and Assistance
Act of 1984 (P.L. 480) o replace the shoriter Steples of ugyptian
cotton which compete with muech of our cotton. This would involve
commitments from countries recelving cotton under P.L. 480 agrees=
mante that U. S. cotton weuld, in fact, ce used to replace Lgyptian
rother then other countries! cottons. It should be recognized that
Sime 13 required to develop and negotiate P.l. 480 agreements. To
a limited extent the U, S. could supply long abaple cobhon as wall,
but the bulk of long gtaple supplies, in the shor: i, would come
Ifrom Peru and the Sudan, and could not very well be used on Concege
sional terms like those avallsole under P.L. 480,

C. dmbareco on exportation of goods to Hovpt. Bgypt is
dependent upon $he U8 and other NATO counitrioes Tor o wlde variety
of manufactured products, partlcularly machinery of all types, auto~
mobiles, replacement parts, iron and steel, chemicals end fertillzers.,
LU thess countries were %o embargo exports o Lgypt serious shortages
would in time develop, Machinery and equipment in manufacturing
industries, in eleetric power plants, in lrrigation punmplng stations,
and in the railroead gystem are largely of British, French and Bele
gian orlgin.

Egypt mipht be able to develop alternaisive gources. 1t
is possgible that a country like Japan, unless it cooperated in the
sconomic sancbtions against wgypt, could provide & large part of the
manulactured products referred to above. The Soviet Bloc might also
be a gource of supply for such iteoms. He-exports by countries such
48 Lebanon or Spain of embargoed items shipped from Western LU ORe
mlght provide some items unless export controls by the embargoing
sountries were rigldly enforced.

duch an embargo might crsate hardships for HLaropesn manu=
facturing industries as well. Although Egypt does not loom large
In the overall market for d“uropean industries it nevertheleus repre-
sents & traditional market particularly for the United Aingdom and
France.
d. Prohibltion
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d. Prohiblition on caryyving poods o and from lgypt by
voggels reglstered in countries invokinc sanchions. The bulk of
GepE Vs Torelgn trade i hendled by vessels regiscered in tho Uo Hs
and in obher NATO countries. About 10,000 vessels with a total
zross tonnage of 67.5 million are registered in NATO countries. A
Jarge part of the tonnago reglstered in Panama and Liveria, with 2
cross bonnage in the aggregate of B.o million, ia owned by U. S»
interests. Persuading Panama %o cooperate mlight ralse gome problems.

1 those veasels were withdrawn from the ugyptian trade,
ahipping might still be aveilable to handle ugypt's forelign trads.
several million gross tons of shipping would theoretically be
svailaole to sgypt from Soviet Bloc fleebs and those of non=NALU
sountrlies. However, bthe cost of shipping goods t0 snd from ngypt
would rise significantly and lgyptlian lmports and exports would
sxperlence delays.

%, Other possible economlC moasires. The four kinds of
aconomic SACLLOoNS describad apove Bro Gelieved to be the most
oifsctive and the basls of eny comprehensive prograile. Other ‘econ=
omic moasures, short of a full ganction program, and in addition
%o fiscal controls now in effoect, might include:

5. Possible disposal of U.S. cotbon surpluses in com-

Sotition With Lpyprian coton. (566 SOparato posi=-
%—1 orl paper ) ° R e _‘— .

h, Terminate UsSe Government technlcal and developnen-
Tal assistance operations in Dgypu. rolnyv Four
E”E%%”E

NaTTeTance 18 being provided Ggypt in a wide numbexr
of flelds. Approximately {10 mlllion romalineg in une
liquidated funds for Zgyptian technical gsgistance.
4 development assistance program is currentliy in
effect with approximately w26 milllon currently un=
iiquideted. Yhe development asslstance prograi 1s
operabing in such fields as the railroads, highways,
canals and irrigations.

These operatlons could be terminated by the U.S. by withe
drawing personnel and funds. 28y itself this action vould probably
nave 1lttle sffect on the wgyptian economy other than Lo pogtpone
improvements in various phases of the economy and in the standard
of living of the Sgyptlan people.

8. &tringent expory controls could be spplled Lo proevent
ahipment of rolotod 1bems LO Sgypt, where apecial vulnerability
oxistbs. This might lnclude wheat and pumping equipment, for exampleo.

¢, New
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do New tanker Sonstruction on a scale large enough to

snacle shippers of oll o boycoth Lhe canal; 1n %time, might bo a

prudent step. ‘Yhe news of such g program would perhaps be of

value in affecting dgypt's judgment. 'The program woul [ cour
be vory costly indeed. & program would, of course,

SECRET
TS T PR TRL AL

Approved For Release 2000/08/23 : CIA-RDP64-00014A000100130014-3



